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MANAGING FOR BETTER PERFORMANCE

FOREWORD

On behalf of the IBM Center for The Business of Government, we
are pleased to present this report, “Managing for Better Performance:
Enhancing Federal Performance Management Practices,” by Howard
Risher and Charles H. Fay.

Performance management is recognized worldwide as a critical
success factor in helping individuals and organizations achieve their
goals. When done correctly, performance management becomes a
powerful and effective tool to drive individual and organizational per-
formance. When done poorly, it can create an atmosphere of distrust
between managers and employees—ultimately limiting performance
and the organization’s ability to achieve its full potential.

For this reason, the responsibility for the effective management of
employee performance rests squarely on the shoulders of executives and
frontline managers. In fact, the authors emphasize that the management
of people needs to be a core responsibility of every manager. In view of
this, it is critical that managers understand and effectively practice the
fundamentals of performance management—planning, monitoring,
developing, appraising, and rewarding employee performance.

In their report, Risher and Fay review the history of performance
management efforts within the federal government and discuss the
successes, challenges, and failures over the years. In addition, the
report offers insights from other performance management experiences
in both public and private sector organizations. The authors describe
differences between private and public sector performance manage-
ment practices, as well as present a comparative analysis of corporate
and non-corporate use of good management practices. Finally, the
authors—with over 50 years of experience between them—offer
advice on immediate and long-term steps the federal government
might undertake to improve performance management practices.

IBM Center for The Business of Government

Robert Bleimeister
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This report builds upon the IBM Center for The Business of Government's
previous research on this important topic. In 2004, the IBM Center pub-
lished its first report by Risher, “Pay for Performance: A Guide for Federal
Managers.” In 2005, the IBM Center published a detailed case study of
how the Government Accountability Office was implementing its new
performance management system, “The Transformation of the Government
Accountability Office: Using Human Capital to Drive Change.” This year,
the IBM Center published a report by James R. Thompson, “Designing and
Implementing Performance-Oriented Payband Systems,” which serves as an
excellent companion piece to this report.

We hope that this new report by Risher and Fay will serve as a useful
guide for the federal government to design and implement successful
performance management systems and for managers across the federal
government to better understand the importance of effective performance
management practices.

AU Pt R fCA=

Albert Morales Robert Bleimeister

Managing Partner Partner, Human Capital Management Practice
IBM Center for The Business of Government IBM Global Business Services
albert.morales@us.ibm.com robert.bleimeister@us.ibm.com

www.businessofgovernment.org
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A worldwide movement toward the use of perfor-
mance management in both the public and private
sectors has been occurring, especially over the
past decade. “Performance management” focuses
on planned performance and improvement over
time. It applies to both organizations and individu-
als in the organization. This report reviews some
of the conceptual challenges that have stymied
more rapid acceptance and implementation of
performance management practices in the federal
government. It reviews similar attempts—both
successful and unsuccessful—and derives some
lessons learned. Based on this, the report offers
advice on some immediate next steps as well as a
set of longer-term recommendations that the fed-
eral government might undertake to broaden and
deepen its efforts to put in place an effective
approach to better managing performance.

A key conceptual challenge to date has been the
interchangeable use of the terms “performance
appraisal” and “performance management.” Even
human resource specialists often use the two phrases
interchangeably. However, the distinction is critical.
Performance appraisals focus on the year-end rating
made by a manager of an employee who reports
directly to him or her. Performance appraisals are
based on judgment. They are an “event,” generally
“conducted” once a year. And they are backward
looking. They are not designed to improve perfor-
mance. In contrast, performance management is a
broader, more comprehensive process that is future-
oriented. It starts with performance planning discus-
sions and focuses on planned performance, with a
goal of improvement over the prior year. Appraisals
are still a part of the process, but a natural step in the
usual year-end review of organization performance.

IBM Center for The Business of Government

A good performance management system is a tool
to help managers improve the performance of their
employees and, in so doing, achieve their organiza-
tion’s performance goals. In a good performance
management system, an employee should be able
to track how well he or she is doing as the year
unfolds, take corrective action if needed to resolve
performance weaknesses, and possibly renegotiate
performance goals as circumstances change.

In contrast to the traditional performance appraisal
approach, why is performance management poten-
tially important? The reason is that the process is
intended to clarify what employees are expected to
accomplish and to help them understand how their
efforts contribute to the organization’s mission.
Second, when the performance dimensions are job
specific, it gives an employee and his or her supervi-
sor a basis for objectively discussing performance,
for coaching, and for modifying performance plans
as circumstances change. Both can track how the
employee is performing; there should be no surprises
when the year-end appraisal evaluation is completed.

Performance management also gives the employee
a basis for assessing his or her personal strengths
and weaknesses, and provides a basis for individual
development planning. And, of course, since the
evaluation is specific to planned accomplishments,
when the ratings are used in personnel decisions—
such as pay increases, promotions, and termina-
tions—they should satisfy legal requirements; they
should be defensible.

The Bush administration’s efforts to move to a pay-for-
performance system met with resistance from some
employees and federal unions. This reflects a lack of
trust that they will be treated fairly within their own
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organization and treated equitably with employees
in other organizations. In the 2006 Federal Human
Capital Survey, less than 30 percent of the respon-
dents thought their performance was recognized in
a meaningful way. The majority also did not believe
promotions are based on merit. Their resistance is a
clear indication that they are not confident they will
be treated fairly. Pay increases, of course, will depend
on performance evaluation ratings, which suggests
the emphasis should be placed first on putting effec-
tive performance management practices in place.

The 2006 survey suggested that 40 percent of
frontline employees do not believe recognition and
rewards are linked to their performance. Conversely,
over 80 percent of those in the Senior Executive
Service (SES) believe it is linked. Until that gap can
be bridged, moving to performance pay may be
difficult. That is why the authors believe the empha-
sis should be placed first on putting effective perfor-
mance management practices in place.

Simply stated, the management of people needs
to be a core responsibility of every manager. The
management of performance is not a duty that can
be handled by simply completing a performance
appraisal form at the end of the year. The Office
of Personnel Management (OPM) has stated that
managers need “to make distinctions in perfor-
mance and link individual performance to agency
goal and mission accomplishment.” That is only
possible if managers embrace effective performance
management approaches.

The fundamental importance of effective perfor-
mance management practices was reinforced in
early 2007 when the Department of Homeland
Security (DHS) cancelled its MaxHR pay initiative.
Marta Perez, the DHS chief human capital officer,
stated, “There was a conscious decision that this
organization needs to have a good performance
management program in place before pay can be
linked to it. We have to get this right.”

Near-Term Action Steps

Based on the lessons learned from prior govern-
mental performance management efforts and the
recent experiences of private industry, the authors
have identified six immediate steps the federal
government might take to improve performance
management practices.

Action Step 1: Develop greater clarity about what
constitutes performance management. It is hard to
reach consensus on the solution to a problem if the
people involved do not share a common language,
especially if they are from different professional
disciplines. A clearer definition of performance
management will clarify that the key players are
the executives and frontline managers, not the
human capital officer, and that managers will need
to be held accountable for actively managing the
performance of their employees.

Action Step 2: Ensure the prerequisites for good
performance management are in place. As the
leadership at the Department of Homeland Security
came to understand, an organization has to be ready
to embrace performance management practices, and
managers need to be ready to make tough but honest
decisions about the performance of their employees.
The authors offer eight practices that contribute to a
performance culture. An organization’s leadership
has to be willing to embrace these practices as pre-
requisites to moving toward more effective perfor-
mance management.

Action Step 3: Involve employees in defining
“successful performance.” One of the lessons
from the failures of past performance management
efforts was the importance of defining what success-
ful or outstanding performance looks like. Employ-
ees want to be successful; it is essential that they
be clear as to what the criteria for success looks
like. Both managers and employees must accept
the criteria as credible and realistic. When people
play an active role in goal setting, they are far
more likely to be committed to the goals. And the
people that best know what constitutes success are
those on the front line. After all, they know their
jobs better than anyone.

Action Step 4: Start small. In both the public and
private sectors, there have been numerous success
stories of performance management. The most
common thread among them, though, is that they
were all relatively small in scale. It is much easier
to gain acceptance to the introduction of perfor-
mance management—and its ultimate link to perfor-
mance pay—in smaller organizations. Changes that
affect careers and working relationships are best
addressed at the local level. High performance
depends on the buy-in of frontline managers and

www.businessofgovernment.org
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employees. It cannot be mandated or controlled
from a distance.

Action Step 5: Create a Program Management
Office for performance management initiatives.

It would be advantageous to create a Program
Management Office (PMO) that brings together
the specialized, functional expertise from across
the organization. The role of the PMO is to provide
leadership, internal coaching and consulting, train-
ing, coordination, and project-related resources.
Almost more important than the technical expertise,
it raises the prominence of the initiative and stamps
it as an organizational priority. The initiative is less
likely to have the support it needs if it is managed
as a human resources’human capital project. The
Department of Defense created a PMO to manage
the National Security Personnel System, and it has
proven its value.

Action Step 6: Add incentives for middle manage-
ment. When federal performance management
practices are compared with corporate practices,
one of the differences is the absence of incentives
for managers below the SES level. Since they have
primary responsibility for managing employee per-
formance, they should be a primary focus of any ini-
tiatives to improve performance. Current cash award
practices are inadequate for that group. The new
program should be based primarily on the achieve-
ment of performance goals and flow from the SES
program. The notion of cascading goals is central to
performance planning and has been used widely for
decades. Tying cash awards to achieving the goals
can be a powerful incentive.

Longer-Term Recommendations

Based on the past experiences of organizations
attempting to put in place effective performance
management practices, the authors found it often
takes years. For example, the Government Account-
ability Office (GAO) began its efforts in the late
1980s and only recently has been seen as reaching
full implementation.

Recommendation 1: The federal government should
continue moving toward improved performance
management practices for both organizations and
individuals. A key challenge facing both the current
administration and future administrations will be

IBM Center for The Business of Government

linking or integrating the practices used to manage
employee performance with those used to manage
agency performance. Now they are essentially sepa-
rate and disconnected. Research has shown that
employees are more productive when there is a
”line of sight” showing how their work efforts con-
tribute to the success of their employer. Employee
performance planning cannot be effective if it is not
linked to organizational performance plans.

Recommendation 2: During the remainder of its
term, the Bush administration should continue to
fine-tune ongoing performance management
practices and encourage new initiatives. The
Senior Executive Service pay and performance
system should be the capstone for performance
planning and management at lower levels. Until
the SES system is seen as effective, it is unlikely that
lower-level systems will be successful. Likewise, the
lessons learned at the SES level should be the basis
for developing similar practices for frontline manag-
ers and supervisors. Frontline managers need to be
treated more like their counterparts in industry and
expected to assume responsibility for the perfor-
mance of their units. That should be reflected in
the way they are compensated.

The “beta” demonstration projects now in place
to test new performance management systems
should be continued. This approach is consistent
with the finding that the success stories are typi-
cally based in smaller work groups. New systems
and practices should conform to an overarching
set of principles, but "locally grown” performance
plans will serve managers better than anything
dictated from headquarters.

Each agency should also invest in training to develop
the skills executives and frontline managers need
to manage performance effectively. Effective perfor-
mance management involves a redefinition of the
way some managers see their roles. They will need
time to develop the necessary competencies and to
make the transition. Starting now will help to ensure
they are ready.

Recommendation 3: Each government organization
should conduct a readiness assessment to deter-
mine if more rigorous performance management
practices can be successfully integrated into its
management process. This report offers a series of
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building blocks or prerequisites that contribute to
making the commitment to performance a shared
priority. The results of the assessment may highlight
current practices that may inadvertently send a
message that performance in the organization is
not a priority. If that is the shared sense across the
organization, work needs to be done before a new
performance system is implemented.

Recommendation 4: In planning and implementing
new performance management practices, agencies
should put in place several key practices before
introducing pay for performance.

e Involve executives and frontline managers
and employees in planning and implementing
the system.

* Define performance expectations using “the
what and the how” logic where the what
encompasses planned results and the how
describes the way results are achieved.

* Require periodic meetings throughout the year
to discuss progress and problems.

e Use appropriate software to facilitate the man-
agement of the process.

e Create a “calibration committee” that will help
to improve consistency across the organization
and keep managers honest.

e Hold off implementing pay for performance until
these elements are in place. Pay for performance
should be the final step in the process. The link-
age between performance and pay is essential.
It helps to ensure managers and employees
across a large organization take performance
seriously. However, attempting to introduce this
link too early typically leads to resistance that
can result in the failure of the effort.

Recommendation 5: As organizations enhance
their performance management practices, the
responsibility for making the transition a success
must rest squarely on the shoulders of executives
and frontline managers. Increased responsibility
must be placed on executives and frontline man-
agers if performance management is to succeed
in government.

Taken together, these performance management
practices should contribute substantially to a more
results-oriented government that can more effec-
tively address the management challenges of the
21st century.

www.businessofgovernment.org
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Introduction

10

A Worldwide Movement Toward
Performance Management

A worldwide movement toward the use of perfor-
mance management in both the public and private
sectors has been occurring, especially over the past
decade. “Performance management” focuses on
planned performance and improvement over time.
It applies to both organizations and individuals in
the organizations.

The interest in performance management parallels
the high degree of interest globally in improving
government agency performance and accountability.
These developments have been closely followed
over the past decade by the Organization for
Economic Cooperation and Development (OECD).
There is little evidence that the worldwide move-
ment toward performance management is viewed
as “experiments,” a word often used to refer to U.S.
federal government initiatives, or that they will be
reversed in the coming years. Some observers have
expressed concern that U.S. federal efforts have fal-
tered in recent years. The assessment of this report
is that, while there may have been some missteps,
the federal efforts are finally on the right track.

Steps in the Right Direction

The interest in pay for performance and employee
performance management needs to be seen in the
context of broader changes to improve government
performance. From the beginning of his administra-
tion, President George W. Bush has called for bet-
ter management and performance of the federal
government. There have been a number of initia-
tives toward that end, starting with the President’s
Management Agenda (PMA) in 2001.

IBM Center for The Business of Government

National Security Personnel System

The National Defense Authorization Act for Fiscal
Year 2004 (Public Law 108-136) authorized the
Department of Defense (DoD) to establish the
National Security Personnel System (NSPS), an
alternative personnel system. The act required DoD
and the Office of Personnel Management to jointly
develop regulations implementing the alternative
personnel system. The regulations gave DoD the
authority to establish a performance-based and
market-sensitive pay system; an occupational clas-
sification system; a fair, credible, and transparent
employee performance appraisal system; a staffing
and workforce shaping system; and labor relations,
adverse actions, and employee appeals systems.
(The labor relations, adverse actions, and employee
appeals systems are currently on hold pending reso-
|ution of a court case.)

DoD is implementing the NSPS using a phased
approach (in stages referred to as “Spirals”). Spiral
1.1 was implemented in April 2006; Spiral 1.2 was
implemented between October 2006 and February
2007; and Spiral 1.3 was implemented between
March and April 2007. Schedules for the remaining
phases have not yet been released. As of April 3,
2007, DoD had implemented NSPS for approxi-
mately 112,000 employees.

Additional information on the National Security
Personnel System is available at the Department of
Defense website located at www.dod.mil.

—Solly Thomas
Associate Partner, Human Capital Practice
IBM Global Business Services

The PMA made the strategic management of human
capital the first of five government-wide management
improvement priorities. The Office of Personnel
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Management (OPM) was designated to lead the
reform of human capital management, and that led
to the creation of a strategic human capital manage-
ment framework to provide guidance and direction
to agencies.'

Other management initiatives include the PMA
scorecard and the Program Assessment Rating Tool
(PART), which have both been integrated into the
ongoing management of federal agencies. In the
aggregate, these initiatives have resulted in demon-
strable improvements in the management capacity
of many of the major agencies. However, despite
this track record of success, the administration’s
attempts to extend the reforms in salary manage-
ment and employee performance practice passed
by Congress for the Departments of Defense and
Homeland Security have been slowed.

Resistance to changing the current pay system con-
tinues among some employees. In many respects, it
reflects a normal anxiety triggered by the unknown.
Most federal employees covered by Title V (the sec-
tion of the U.S. Federal Code that covers personnel
law for civilian government employees) have never
known anything but the General Schedule and its
“living and breathing” step increases.? Realistically,
under a pay-for-performance policy, the amounts
budgeted for salary increases will not change, but
the distribution of the increases will likely change.

In moving to a new performance management
approach, there will be miscues and glitches. That is
probably inevitable in any change effort as complex
as the replacement of the GS system. The transition
will not be perfect, but problems can be resolved.
Pay and performance practices are living policies
that can and should evolve over time. The approach
the Defense Department has taken as it implements
its revised personnel authority for its civilian work-
ers, who are being taken out of the Title V system—
called the National Security Personnel System
(NSPS)—is instructive. It is being rolled out in phases
and fine-tuned as the planners get feedback. The
administration seems to be moving in the right
direction. One might argue there is no other choice
than using an incremental approach.

This report reviews some of the conceptual problems
that have stymied more rapid acceptance and imple-
mentation of effective performance management

Acronyms and Abbreviations

BARS Behaviorally Anchored Rating Scales

BES Behavioral Expectation Scales

CFR Code of Federal Regulations

DHS Department of Homeland Security

DoD Department of Defense

GAO Government Accountability Office

GS General Schedule

HR/HC  Human Resources/Human Capital

LSE London School of Economics

NAS National Academy of Sciences

NSPS National Security Personnel System

OECD  Organization for Economic Cooperation
and Development

OPM Office of Personnel Management

PART Program Assessment Rating Tool

PIP Performance Improvement Plan

PMA President’s Management Agenda

PMO Program Management Office
PMRS Performance Management and
Recognition System

SCS UK’s Senior Civil Service
SEA Senior Executives Association
SES Senior Executive Service
QM Total Quality Management

practices in the federal government. It also reviews
other similar implementation efforts, and then offers
advice on some potential immediate next steps. It
concludes with a set of recommendations on longer-
term efforts the federal government might take to
broaden and deepen its efforts to put in place an
effective performance management approach.

www.businessofgovernment.org
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Understanding the Differences
Between Performance Appraisal
and Performance Management

12

The interchangeable use of the terms “performance
appraisal” and “performance management” has con-
tributed to some of the problems with the develop-
ment and implementation of performance-oriented
efforts to improve government operations. Even
human resource specialists often use the two phrases
interchangeably. Throughout the literature, the
phrases are not tightly defined. That is in sharp con-
trast to the standardized definitions of key concepts

in many other fields such as finance and engineering.

The distinctions are important, however, and rec-
ognized in Title V of the Code of Federal Regula-
tions (CFR).

*  Performance appraisal is “the process under
which performance is reviewed and evaluated”
(5 CFR 430.203). It's best seen as a year-end
event that covers the completion of the appraisal
form and the performance discussion with the
employee. Performance in the CFR is the
"accomplishment of work assignments or
responsibilities.” It focuses on the job description

*  Performance management system (not perfor-
mance management) is defined in Title V as the
“framework of policies and practices” estab-
lished for “planning, monitoring, developing,
evaluating and rewarding both individual and
organizational performance and for using per-
formance information in making personnel
decisions.” Interestingly, this is much broader
in focus than a job description.?

Comparing Performance Appraisal
and Performance Management
The language in Title V of the Code of Federal

Regulations makes the point that performance

IBM Center for The Business of Government

appraisal and a performance management system
are not the same, but the definitions are silent on the
profoundly different implications for the management
of employees. To be sure, there are features that are
common to both. Managers naturally make judgments
about the people who work under their supervision.
Both approaches are intended to establish a common
set of criteria so that managers make those judgments
systematically and stay focused on job-related issues.
Both are completed, more or less, when an employee
is assigned a rating that governs his or her immediate
rewards as well as career prospects.

Performance Appraisals

Performance appraisals focus on the year-end rating
made by a manager about an employee that reports
directly to him or her. The word performance can
encompass many characteristics of employees and
the way they carry out their job. As the definition
suggests, the ratings should focus on criteria that are
job-related, but, significantly, appraisal forms com-
monly fail to ask for information on specific results
or work products. The more typical criteria focus
on activities, behavior, and personality traits. The
unstated goal is to confirm that the individual is a
"good” employee. Performance appraisals have
three characteristics:

e Appraisal ratings are based on judgment. The
appraisal sets forth a set of performance criteria
to guide the manager, but they are commonly
“soft” dimensions or attributes that apply to a
broad group of jobs. There are few objective
measures of performance for the majority of
workers. The ratings across the criteria are
combined into an overall performance rating,
expressed on an ordinal measurement scale,
which is intended to summarize how an
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For More Insights on Performance Management

The appendices to this report focus on the differences in the way performance is managed in the public and pri-

vate sectors, and on the impact of those differences. The management of performance is a core corporate priority.
The transformation of corporate management started roughly with the recession in 1990, with broad-based initia-
tives to be more competitive in global markets. Thousands of books and articles have been written on changes in
management practices since then.

The public sector has been slower to adopt these practices, but when adopted they have contributed to improved
agency performance. The balanced scorecard is an example; the interest in pay for performance is another.

The three appendices look at different aspects of the issues involved in managing performance in the private sector.

Appendix I: Research on Performance Management Practices looks at recent research confirming that proven
management practices contribute to a company’s financial success. Supplemental research by the authors shows

those management practices are not widely used in non-corporate organizations.

Appendix II: Differences Between Private and Public Sector Performance Management Practices discusses
key issues where private sector practices would augment management and employee focus on performance in

federal agencies.

Appendix I11: The Importance of Worker Engagement looks at research by The Gallup Organization and by a
prominent human resources expert, Professor David Ulrich, that confirms positive employee attitudes are impor-
tant to performance. This research shows a solid relationship between employee performance and the attitudes
they hold about their organization, their supervisor, and their job.

employee performed. Ordinal measures are
best described as “buckets” for each level of
performance.

e Performance appraisal is an event. The manager
is expected to complete the appraisal form,
secure whatever approvals are required, and
communicate those decisions to the employee.
Policy statements typically require a manager to
discuss ratings and job prospects for the coming
year, but often those conversations are perfunc-
tory at best. A widely recognized problem is
that managers often spend as little time as pos-
sible completing appraisals.

e The appraisal ratings in concept are backward
looking. The question is: How did the employee
perform over the past year? Ratings are sup-
posed to be based on what the employee did
over the full year, but it is a rare manager who
keeps adequate notes for that purpose. It is not
unlike the child who behaves better close to
Christmas in hopes of receiving better presents.

Researchers have studied how rating judgments are
made and how those decisions can be improved.
The ratings indicate the employee performed better

(or worse) than expected, but there is no indication
of how much better. Since there are few facts, it can
be difficult even for managers to explain how they
arrived at their decisions. Research has shown there
can be serious problems of rating accuracy.

Not surprisingly, human judgments are sometimes
biased, and the goal of researchers has been to
reduce or control those biases. Studies have been
done on the impact on rater bias of the purpose of
the appraisal, the relationship between the rater and
the ratee, and the demographics of raters and ratees,
as well as the impact of training, control systems,
and other interventions, and on and on.

One popular answer intended to increase the accu-
racy of ratings is the involvement of additional or
even substitute raters. Peers, subordinates, and cus-
tomers have been suggested as supplements to or
substitutes for the manager. The argument is that
managers often cannot observe an employee inter-
acting with others. Self ratings are now also com-
monly included as additional input. This has led to
the use of 360° or multi-rater approaches, in which
additional raters provide input.

www.businessofgovernment.org
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The other major thrust in performance appraisal
research and in practice has been the search for
the perfect rating format (to generate more accurate
ratings). Specialists have developed a number of dif-
ferent formats—for example, Behaviorally Anchored
Rating Scales (BARS), Behavioral Expectation Scales
(BES), Forced Choice Scales—that can lead to
increased accuracy but are more costly to develop.
Arguments have raged in the literature over rating
versus ranking, the number of scale levels that
should be used, negatively versus positively stated
scales, and other psychometric esoterica. But noth-
ing has proven to be a universal remedy.

A key point that almost jumps out of the authors’
review of the research on performance appraisal
systems is that improved performance has not been
a goal of performance appraisal systems. Thousands
of studies have been done, but none has focused
on the improvement of performance. The unstated
assumption has been that with the right form and the
right rater(s), performance ratings will be accurate,
and because employees now know how they are
doing, they will initiate the steps to get better at it.

Performance Management

Performance management is a much broader, more
comprehensive process that is future-oriented since
it starts with performance planning discussions at
the beginning of the year. It focuses on planned per-
formance, with a goal of improvement over the prior
year. Ratings are still required in the process, but are
a natural step in the usual year-end review of orga-
nization performance.

Performance management at its core is basic to
effective people management in any arena. The idea
is simple: A supervisor needs to decide, ideally in
discussion with each direct report, what he or she
is expected to accomplish over the year. The perfor-
mance system is planned to facilitate and provide
structure to the planning and then to the monitoring
of the employee’s progress over the year. It has a lot
in common with a budget management system.

A good performance management system is a tool
to help a manager improve the performance of
employees who report directly to him or her and,
in so doing, achieve departmental performance
goals. New business plans introduce new priorities
and problems, and the idea, of course, is to develop
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work plans to achieve higher-level goals. Business
plans generally reflect planned improvements or
changed tactics, and all of that should be reflected
in individual goals. Many good managers would
apply a variety of performance management prac-
tices in their day-to-day supervision even if the
system did not exist.

Individual performance plans are used in the same
way, but there is a key difference: An employee
can track how well he or she is doing as the year
unfolds, take corrective action to solve performance
problems, and possibly renegotiate performance
goals if circumstances warrant. The year-end ratings
are essentially a scorecard; there should be no sur-
prises. In this context, the appraisal form is now
only the place to document results and conclusions.

The typical life cycle of key performance manage-
ment practices are summarized in several stages
described in the sidebar “Best Practices in Perfor-
mance Management” on pages 16-18.

The final stage in the performance management
process is an analysis of the relationship of the
department’s goal achievements to staff perfor-
mance ratings. There should be a strong relation-
ship between the performance ratings of the
employees in a department and the effectiveness
of that department.

In hindsight, it is clear that critics of federal pay reform
and performance management initiatives have focused
narrowly on the recognized problems with traditional
appraisal practices. The same is true of the surveys
focusing on the effectiveness of performance practices
in organizations. They typically have been silent on
the distinctions between performance appraisal and
performance management. Before survey responses
can be interpreted, it is important to confirm that the
respondents are reacting to and comparing similar
practices. The people responding on behalf of orga-
nizations may indicate they have a performance
management system when, in fact, they do not.

The research over the years has focused almost
exclusively on performance appraisal practices.
There have no doubt been thousands of academic
studies here and overseas, but they were narrowly
focused on technical design issues and failed to
open the door to better practices.
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Performance appraisal practices have had defenders,
but often their hearts are not in it—every human
capital manager knows there are problems. Managers
and employees may not be embittered or dejected,
but their experience is often not a positive one.
W. Edwards Deming may have been correct in his
conclusion: The problems may well offset any benefits.

Performance management, in contrast, has not been
subject to the same research scrutiny. The notion
that people need to plan what they expect to do and
accomplish is accepted in all walks of life, including
our homes. The idea of setting performance goals is
similarly accepted. Goal setting is at the foundation
of business life. People may not want to be held
accountable for achieving goals, but it is hard to
imagine an organization of any type where this is
not deeply entrenched in the management process.

Moving from Performance Appraisal
to Performance Management

As noted earlier, the traditional annual performance
appraisal meeting is often perfunctory. If all that
happens is that a supervisor checks off a few boxes
at year-end to indicate how an employee rated on
a series of generic dimensions loosely related to per-
formance, it is not worth the time or the problems
that inevitably surface. That approach is not likely to
affect an employee’s performance, even if the ratings
are linked to a pay increase, nor will the ratings be
defensible if they govern decisions affecting the
employee’s career.

Organizations can, of course, eliminate performance
reviews. That is an option the critics have often sug-
gested. The overwhelming majority of employers,
most of which are quite small, already operate with
no formal review process. The mom-and-pop busi-
nesses all survive without the forms and the training.

In contrast to the traditional performance appraisal,
why are performance management practices poten-
tially important? The reason is that the process is
intended to clarify what employees are expected to
accomplish and to help them understand how their
efforts contribute to the organization’s mission.
Second, when the performance dimensions are job
specific, it gives the employee and the supervisor a
basis for discussing performance, for coaching, and
for modifying performance plans as circumstances

change. Both can track how the employee is per-
forming; there should be no surprises when the
evaluation is completed.

Performance management also gives the employee
a basis for assessing his or her personal strengths
and weaknesses, and provides a basis for individ-
ual development planning. And, of course, since
the evaluation is specific to planned accomplish-
ments, when the ratings are used in personnel
decisions—such as pay increases, promotions, and
terminations—they should satisfy legal require-
ments; they should be defensible.

The Bush administration’s plan to move to pay for
performance makes this shift in approach a priority.
Successfully implementing its plan depends on an
effective performance management process. That
is a clear lesson from a failed attempt to introduce
performance pay for managers in the 1980s (see
the next section, “Insights from Other Performance
Management Experiences” for further details). The
performance management process has to identify
the star performers—and the group that stands out
is small, not 80 percent of the covered workforce.
That takes discipline and rigorously defined perfor-
mance criteria.

People need feedback if they want to improve.
People feel better when they know they’ve earned
promotions and pay increases. Companies need
to identify their stars and their poor performers,
and to develop effective policies for managing
these groups.

Supervisors are going to evaluate their people under
any circumstances. That's true in every organization.
The performance system is intended to focus their
assessment and ensure that it is more systematic
and consistent across the organization. It also helps
employees understand what the organization con-
siders to be important.

There is an argument for providing the feedback
people need without recording performance rat-
ings. The focus then is supposedly on coaching
and mentoring. However, if there are no ratings
and thus no way to document individual strengths
and weaknesses, some managers are more likely to
ignore the responsibility to provide feedback. It is
also going to be virtually impossible to defend the
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Best Practices in Performance Management

Planning

At the beginning of the year, managers are responsible for determining what they think their direct reports
need to accomplish, based on the business plan and assigned job duties. This is usually a good occasion to
update job descriptions. Outcomes and deliverables are the preferred performance measures or criteria, but
for many jobs, outcome measures that really capture performance are not available. For these, behaviors that
are believed to lead to desired outcomes can be used as proxies.

Standards of performance for each of these performance criteria must be set. For any given outcome or
behavior, what performance level should be the standard? What performance level would be considered as
excellent or outstanding? What performance level would be considered unsatisfactory? The basis for measure-
ment or verification should also be documented. It takes time, but defining three levels of performance tells
the employee what he or she needs to accomplish to realize their aspirations and for the manager makes it
much easier to defend year-end performance ratings.

Performance expectations are best set in consultation with the direct report, but however set, managers
must make sure that their staff understand what they are expected to accomplish. Anytime an incumbent

does not fully understand the criteria that will be used to assess his or her performance, it should be seen as a
management failure. That undermines a primary purpose of performance management. The recent SEA [Senior
Executives Association] survey suggested this is a problem among the SES [Senior Executive Service] members
who participated.

Understanding performance criteria and standards is not enough. The direct report needs to have goals for
each criterion. Goals represent a commitment by the individual. The idea of “stretch” goals is widely used in
industry. Research has repeatedly established that a person setting high, specific goals (or who agrees to high,
specific goals suggested by others) reaches a higher level of performance than one who does not set goals. At
the time goals are discussed, direct reports should be encouraged to note any anticipated impediments, and
managers should commit to providing support within the budget to overcome problems.

One problem that can occur in the use of goals is the confusion between performance and goal
achievement. The notion behind a stretch goal is that it is difficult to meet. The “stretch” comes from having
a goal that goes beyond the normally expected performance. High performance—that is, performance that
exceeds the standard—should be celebrated and rewarded even if the goal is not achieved.

The performance plan developed by a manager and a direct report becomes a performance “contract.” As
with all performance plans, changing circumstances may trigger a need to change expectations. Both manager
and direct report need to agree on the nature of the changes that might prompt them to modify performance
factors and agreed-upon goals.

Different managers may be much tougher than others in defining performance criteria and setting performance
standards, especially when a performance management system is first implemented. Senior managers need
to see that the managers reporting to them directly and indirectly use appropriate performance criteria and
set similar performance standards. Calibration committees of managers who have similar jobs reporting

to them can also be used to make sure that performance criteria and performance standards across the
organization converge.

Monitoring and Measuring

With the beginning of the performance period, the manager must be in a position to observe performance
or, when that is not feasible, obtain feedback from others who have a reason to observe an employee’s
performance. This can be anyone impacted by the employee’s performance. The individuals who are asked
to provide feedback should have direct knowledge.

Whenever verifiable performance information is available, there should be a tracking system to
document progress.

(continued in box on next page)
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Best Practices in Performance Management (continued)

¢ “Managing” performance comes about through feedback either to correct poor performance or reinforce
good performance. Coaching and mentoring focuses on increasing performance levels, overcoming obstacles,
and choosing among alternatives. Inadequate performance should be handled as a problem to be solved
rather than recognition of a personal flaw or inadequacy.

¢ Positive feedback is important in managing performance. The performance contract and goals set should be
the basis for the feedback so that it is not merely cheerleading but contains specific content about what was
observed and how and why it is good performance. The traditional “atta boy” is frequently just confusing, but
effective coaching leads to higher levels of performance.

¢ Observation and feedback as the performance period unfolds makes it possible to provide “real time”
coaching. Advice and feedback when a problem or impediment arises makes an incident a learning opportunity.

¢ Better managers schedule multiple mini-appraisals at regular times, when problems are encountered, or
when projects are completed. Then the feedback can be handled as coaching, and more specific to recent
events. Regular feedback means there will be no surprises at year-end.

Developing

¢ The transition from over-the-shoulder, close supervision to more of an empowerment style of management
changes the role of the supervisor. That makes it important when occasions arise to provide coaching advice and
career guidance. The performance management process should identify the knowledge, skills, and abilities that
an employee needs to develop for continued career success, and that provides a good framework for discussions.

¢ The coaching should include guidance toward job assignments and special projects to help the employee
develop or enhance important competencies. Managers should be able to look to their human resources/
human capital (HR/HC) specialists for help with development planning.

e Managers and direct reports have to recognize that high performance on the current job does not necessarily
translate into high performance on the next level job. Organizations are filled with poor managers who were
great individual contributors. In counseling a direct report on career development, a manager should discuss
how current performance would translate on the higher-level job. What may be a minor issue on the current
job may become a major flaw on the higher job, and developmental plans should address fixing these flaws
now rather than later.

¢ Nearly all managers would benefit from training to develop their coaching and mentoring skills. Those skills
have become more important as organizations move away from close, over-the-shoulder supervision.

Rating

¢ A brief period before the final ratings are due, managers should solicit input from individuals who have had
reasons to observe and interact with the employee. The employee should be asked for a list of the people
who should be contacted, the list of relevant others. This feedback should follow a previously developed
format so that it can be assembled and evaluated easily.

e While self appraisals are useful, managers should not ask direct reports to fill out their own appraisal form.
Instead, a manager should fill out a “draft” appraisal and share it with the direct report, asking the direct
report to consider its completeness and accuracy before the formal appraisal feedback. This gives the direct
report a chance to consider the appraisal in a low-pressure environment and bring errors or omissions to the
attention of the manager. Supporting data for the changes can be collected and accompany the revisions.

¢ Toward the end of the performance period, a summary appraisal is made. While this is superficially very
similar to the traditional appraisal, it is a much lower-key event. Feedback throughout the performance period
gives both manager and direct report a good picture of performance levels relative to goals and expectations.
There should be no surprises.

(continued in box on next page)
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defend the ratings.

development issues will take a backseat.

provide the verifiable information.

factored into a new performance contract.

Rewarding

what to expect.

Best Practices in Performance Management (continued)

* If ratings are high or low, the manager should describe the reasons for the ratings. Ratings at both extremes
warrant special plans for the employee, and it is quite possible that the manager will be asked to justify and

* When the rating is linked to a salary increase or other human resource decision, it is important for all
consequences of the performance level achieved to be discussed at the same time. People are interested
first and foremost in “what’s in it for me,” and until the “what” is discussed, any other performance or

¢ Since promotions and advancement are important outcomes of performance, it is important to discuss
what kind of developmental efforts are needed in that context. For the employee, development alone is
irrelevant—the critical issue is development to prepare for what. This is an appropriate time to discuss the
employee’s career goals and possible advancement opportunities.

¢ Performance ratings should be based on agreed-upon criteria and verifiable information whenever possible.
The performance plan should provide the criteria, and observation of the manager and relevant others should

¢ Before ratings are communicated with an employee, they should be reviewed and approved by at least
one level of management. The best practice would also have at least the high and low ratings reviewed by a
“calibration committee” of managers. The committee idea has been used in several DoD lab demos and is
seen as a best practice in industry. The committee’s role is to review the validity of ratings.

¢ The summary appraisal meeting is the time for an initial discussion for next year’s performance planning.
To the extent that the business plan and organizational goals have changed, these changes will need to be

¢ As the CFR definition notes, the final element of the performance management process should be the
reward(s) linked to an employee’s performance. When salary increases, promotions, and other rewards are
unrelated to performance, it sends a clear message that performance does not matter. Rewards are realistically
never limited to cash. They should, however, be valued and managed consistently so that employees know

dismissal of a poor performer. For the same reason,
it's going to be difficult to decide who to promote
or otherwise reward. With no ratings, executives
and managers not knowledgeable about the imme-
diate work group would have trouble reviewing
personnel actions and evaluating candidates for
job openings.

Simply stated, the management of people needs to be
a core responsibility of every manager. The manage-
ment of performance is not a duty that can be han-
dled by simply completing a form at the end of the
year. The Office of Personnel Management has stated
that managers need “to make distinctions in perfor-
mance and link individual performance to agency
goal and mission accomplishment.” That is only pos-
sible with true performance management. But as the
Senior Executives Association survey suggests, it is
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not an easy transition for even small, readily man-
aged groups. It is much more likely if it is consistent
with and supported by other management practices.

The Link to Pay and Bonus Decisions

This report is not about pay for performance, but
based on worldwide trends in both government and
industry, the shift to such a policy is inevitable and
has significant ramifications for performance man-
agement. When performance appraisal ratings are
not linked to pay and bonus decisions—and there-
fore have no real consequences—it is all too easy
for supervisors to fall into a pattern of rating peo-
ple higher than warranted. That avoids potential
uncomfortable and candid assessments of perfor-
mance. Managers and employees alike know this
practice is common. This makes it difficult to make
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meaningful distinctions in performance. The gov-
ernment-wide 2006 OPM Federal Human Capital
Survey shows employees are satisfied with their
rating; only 16 percent are dissatisfied.

OPM no longer makes summary data available on
government-wide performance ratings, but the
majority of people have consistently been above the
“fully successful” level. Somehow “fully successful”
is synonymous with “below average.” Realistically,
federal agencies are using only three rating levels
(which relates to one of the recommendations in
this report).

The reliance on three levels is more or less consistent
with many employers. The difference here is that the
words describing each level have lost meaning.

The pattern would be a problem if it continues
under a pay-for-performance policy. In the private
sector, employers tend to base the management of
pay increases on two factors: a budget and defined
increases at each rating level. Currently, salary-
increase budgets are typically in the 3.5 to 4.0 percent
of payroll range. That means all increases are limited
by the budget. (Corporations typically allocate the
budgeted funds pro rata based on payroll to manag-
ers, who are expected to manage the funds within
policy.) Above-average increases have to be offset by
below-average increases.

The textbook practice is to plan the allowable
increases around the pattern of ratings in prior
years. If the average performer (based on the aver-
age rating) gets an average increase, it would mean
all the 4’s (or “exceeds fully successful”) in a 5-point
rating scale would be granted a below-average
increase (since the average rating in many agencies
has exceeded 4). That would be essential for bud-
get management.

An issue that is unique to the public sector is the
lack of confidentiality. In the private sector, one
supervisor might use his budget differently than
another, resulting in somewhat different increases
for employees rated at the same level—and the
employees would be unlikely to ever learn differ-
ences exist. But in government, differences in rewards
can be a problem. That was previously cited as a
problem with the Performance Management and
Recognition System (PMRS) implementation, which

Federal Human Capital Survey

The Federal Human Capital Survey measures
federal employees’ perceptions about how effec-
tively agencies manage their workforce. The sur-
vey, which is administered by the U.S. Office of
Personnel Management, was first conducted in
2002, and then again in 2004 and 2006. In 2006,
the survey was administered to full-time permanent
employees from 29 agencies represented on the
President’s Management Council and 59 small
and independent agencies. More than 220,000
federal employees responded to the 2006 survey.
The results of the 2006 survey, including trends
since 2002, are available at www.fhcs2006.0pm.gov.

Survey questions address personal work experiences
and job satisfaction focusing on employee percep-
tions of leadership, learning, performance culture,
and talent management, as well as satisfaction
with employee benefits. By looking at trends,
agency leaders can assess their human capital
status, and identify issues and challenges that
need to be addressed.

Source: OPM 2006 Federal Human Capital Survey Report

—Solly Thomas

is further discussed in the next section. It can be
avoided only if the permissible increases are
tightly controlled.

Somehow the use of ratings has to change if perfor-
mance management is ever going to be credible.
The rating process has to be seen as credible—and
employees have to believe they will not be disad-
vantaged if their supervisor is honest. An employee
who is basically meeting the expectations of his or
her job—in other words, doing the job—should be
able to expect an average increase. The majority of
employees generally fall into that group. It is only
the limited number of employees who exceed the
expectations of the job who deserve an above-
average increase.

www.businessofgovernment.org

19



MANAGING FOR BETTER PERFORMANCE

Insights from Other Performance
Management Experiences

Anecdotal stories suggest the transition to a more
effective performance management process is inevita-
bly fraught with problems. Researchers and practitio-
ners have examined performance appraisal practices
endlessly over the years, but the problems still arise.
In the federal community there have been all too
many committees asked to assess the alternatives and
initiatives to develop better practices. Each time they
concluded existing practices are not working, but few
of the new recommendations solved their problems.
The experience over the years has contributed to a
climate where the skeptics outnumber the proponents.

The most recent and perhaps the most important
initiative is the revised requirements implemented in
2004 governing the pay and performance of members
of the Senior Executive Service. The requirements
were based solidly on the best practice thinking
from the private sector. Two years later, the results
of a survey of SES members conducted by the Senior

Executives Association suggested the new practices
still needed fine-tuning.

The SES experience is instructive. The group is rela-
tively homogeneous and small enough to be manage-
able (about 7,000 executives). In the private sector at
the executive level, the practices governing perfor-
mance management are well established and logically
transferable to the entire federal government—or to
any organization that wants to plan and manage its
operations. The framework established by the reg-
ulations is based on ideas and practices that are
widely used. The lessons from the feedback obtained
in the survey are threefold:

1. It takes more time than anticipated to replace
entrenched practices.

2. Policies and practices need to be fine-tuned
with experience.

Senior Executives Association Survey

The Senior Executives Association is a professional association representing Senior Executive Service members
and other career federal executives. Founded in 1980, the association’s goals are to improve the efficiency, effec-
tiveness, and productivity of the federal government; to advance the professionalism and advocate the interests of
career federal executives; and to enhance public recognition of their contributions.

In 2006, the Senior Executives Association conducted a survey of its members to assess the impact of the new
Senior Executive Service pay and performance management program among the career executive ranks of the
federal government. The survey asked federal executives to provide information regarding their experience
with and views of the Senior Executive Service performance management system. Approximately 850 career
Senior Executive Service members responded to the survey. The results of the survey can be found at the Senior
Executives Association website located at www.seniorexecs.org.

Source: Senior Executives Association press release, September 18, 2006, Federal Executive “Pay for Performance” Survey
Results (www.seniorexecs.org).

—Solly Thomas
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3. There is value in involving the people who will
be affected by new practices.

In the end, the perception of SES members is a key
to the success or failure of the practices.

Significantly, the United Kingdom’s Senior Civil
Service (SCS) implemented a similar performance
and pay model in 2001. Their pay system is actually
more results-oriented than the SES approach. They
have fine-tuned their system a couple of times. One
independent observer believes the system “is work-
ing well.” An assessment of their experience by an
independent consultant seems to validate that a pay-
for-performance policy can work at the senior levels
of government. The SCS system is discussed below.

The SES pay and performance system should be the
vanguard for performance practices across govern-
ment. It could be seen as fair to cascade the same
principles now being applied to the SES to lower
levels of management and supervision. Using a cas-
cading approach when implementing a new pay-for-
performance system is routine in well-managed
corporations. The principles can and should be the
framework for managing the performance of the knowl-
edge workers in non-management positions as well.*
These principles are based on textbook logic. But the
kinks have to be worked out before that can happen.

Insights from the Failed U.S.
Performance Management and
Recognition System

The only true failure among attempts by the U.S.
federal government to move to pay for performance
was the Performance Management and Recognition
System, which was authorized by law in 1984. PMRS
covered supervisors and managers in what were then
grades GM-13 through GM-15 from 1985 to 1993.
While PMRS was terminated over a decade ago, it
continues to be seen as evidence that pay for perfor-
mance cannot work in government. Unfortunately,
the solution was to revert back to the traditional step
increases under the Title V General Schedule.

Assessments of the PMRS system attribute the fail-
ure to basic system management problems.> One
reported problem was that agencies did not commu-
nicate adequately how PMRS worked and how the

SES Pay for Performance

The National Defense Authorization Act for Fiscal
Year 2004 (Public Law 108-136) authorized a
new performance-based pay system for members
of the Senior Executive Service. Under the SES
performance-based pay system, an agency must set
and adjust the rate of basic pay for an SES member
on the basis of the employee’s performance and/or
contribution to the agency’s performance.

Under the law, an agency’s senior executive perfor-
mance appraisal system is certified by the Office
of Personnel Management, with the concurrence of
the Office of Management and Budget, on a calen-
dar year basis. Agencies that have certified perfor-
mance appraisal systems for senor executives are
permitted to pay their highest-performing SES mem-
bers above the rate for Level IlI of the Executive
Schedule. Only those agencies that have their SES
systems certified can set pay rates under the new
SES pay system.

In 2004, the Office of Personnel Management issued
final regulations on the administration of the SES
performance-based system and prescribed criteria
for establishing and adjusting SES rates of basic
pay and paying performance awards.

The certification criteria require an agency to
demonstrate that:

* Performance expectations are aligned with
agency performance plans.

e Expectations are based on executive input.

* Expectations are measurable and focus on
tangible outputs, outcomes, or mileposts.

e Expectations are balanced among results,
customer feedback, employee feedback, quality,
timeliness, and cost effectiveness.

¢ Assessments must be made in the context of
agency performance.

® Pay and awards must make meaningful
distinctions among executives.

e Agency heads or their designees are responsible
for overseeing implementation.

Additional information on the SES Pay for Performance
Program is available at the Office of Personnel
Management website located at www.opm.gov.

—Solly Thomas
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performance rating and pay decisions were made.
Another is that it permitted employees with the same
grade and performance rating to receive significantly
different award amounts. Also, the PMRS policy
existed side-by-side with the GS system, which
prompted many employees to spend time thinking
about what they had “lost.” The comparisons were
too easy to make. Ideally, the GS system should have
been terminated for everyone at all grade levels.

A mechanical problem related to the combination
of three requirements—setting aside a maximum of
1.5 percent of covered aggregate salaries for perfor-
mance awards, mandating that every employee two
levels above fully successful receive an award, and
the ban on limiting the employees in the top two
levels—resulted in awards that observers thought
were too small to be an incentive. The payments in
hindsight failed to make distinctions that mattered.

The highly skewed distribution of ratings, which got
worse over the years, was a red flag and a clear sign
of a failed policy. Performance ratings will never fall
into a normal or bell-shaped distribution (it is com-
mon to find an upward bias), but no work group has
that many employees—over 80 percent—performing
that far above a fully successful level. It shows either
that the performance expectations were extremely
low or more likely that the criteria were too loosely
defined. Whatever the reason, the obviously invalid
ratings undermined, if not destroyed, the credibility
of the policy.

When the policy is evaluated in light of what we
know today, it is also apparent that agencies failed
to define linkages between the agency’s mission
and performance goals and the expected contribu-
tions of managers and supervisors. The PMRS
experience, of course, predates the Government
Performance and Results Act of 1993—which
required agencies to develop strategic plans and
program performance measures—and the focus it
created on results and accountability. It is also
clear that agencies did not invest adequately in
training and in the steps to manage the change
process. Finally, the policy was planned and
implemented with no input from the managers
who were expected to make it work. The failure
to involve them was a fundamental mistake.

These problems are not unique to government. In
fact, performance appraisal practices in the private
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sector have been similarly problematic. Researchers
and management experts have addressed the
problems over several decades, back at least to the
post-World War Il era. Significantly, recent research
has taken a new direction. Now the focus is on the
organizational context for people at work and their
work management systems. Studies have shown that
it is possible to increase performance dramatically.
Throughout the past decade, frequent articles in the
business press described companies that switched
to new work management ideas and realized signifi-
cant performance gains. Many companies now are
confident they have solved the problems. At the
same time, it is all too obvious that the public sector
is still searching for answers.

Insights from the Successful United
Kingdom Senior Civil Service Pay and
Performance Management System

It is interesting to note that the United Kingdom’s
equivalent to the SES—the Senior Civil Service—
relies on a pay and performance system. The features
of the system are summarized in the box “Overview
of UK Senior Civil Service Performance Management
and Reward Principles” on pages 23-24.

Significantly, the UK system is based on ranking,
with executives assigned to one of three “tranches”
or performance categories. The percentage of execu-
tives expected to be in each category is very similar
to the practice at GE and other companies known to
have adopted a forced distribution policy. The high-
est performers are limited to 25 percent of the SCS
cadre, and 5 to 10 percent are classified in the bot-
tom category. A key difference, when compared
with the typical corporate policy, is that the bottom
performers are not forced to resign but rather are
supported with coaching and additional training.

Significantly, the distribution of funds budgeted for
incentive awards are linked to the performance cat-
egories. Virtually every executive in the top category
earns an award while few in the bottom category
receive awards.

In the most recent survey of SCS members, the five
questions with the highest favorable scores all
related to performance management as follows:

* “l am committed to seeing my department
succeed.” (98 percent favorable)
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Overview of UK Senior Civil Service
Performance Management and Reward Principles

Effective performance management is critical for creating a high performance culture which has a focus on

service delivery to customers. It comprises rigorous individual performance planning and assessment together

with personal development.

Performance management is at the heart of how managers and their staff work together and with others. It
is a core business process that involves building a shared understanding of what success looks like and how
it can be delivered and maintained.... Everyone needs to be clear about expectations and required outcomes

and how these will be assessed and rewarded.

1. Performance Planning
2. Performance Assessment
3. Performance Differentiation

4. Reward

development objectives, as follows:

enhance the capability of the department

of the individual in their current role

how individuals compare with their peers.

(continued in box on next page)

¢ There are four basic blocks in the annual performance management process:

¢ At the beginning of the year the individual and their line manager identify appropriate performance and

1. Business/Delivery objectives—that reflect departmental priorities for the year

2. Capability/Capacity objectives—that reflect any activities that may need to be undertaken specifically to

3. Personal development objectives—that reflect the core skills, leadership qualities, and expertise required

¢ Normally four to six objectives should be appropriate for business and capability objectives.
¢ The performance agreement ... should show objectives together with targets and success criteria.
¢ Performance in relation to business and capability objectives determines bonus.

¢ In respect of individual performance management and reward, our commitment to continuous improvement
involves recognizing our best performers and supporting our weakest. This involves a relative assessment of

e “l understand how my work contributes to the
objectives of the department.” (98 percent)

e “] have challenging work objectives.” (93 percent)

e “l'am willing to put in a great deal of effort
beyond what is normally expected to help my
department succeed.” (91 percent)

* “My job gives me a feeling of personal accom-

plishment.” (90 percent)

As with any survey, the respondents may not be
totally honest, but it would seem that they hold

positive views of their pay and performance system.

The UK system has been in place since 2001, yet

it continues to be refined. For example, in late
2006, a study by an executive compensation firm
assessed the SCS bonus payment approach in com-
parison with similar private sector companies. It rec-
ommended clarifying the criteria by which payments
are made so that the emphasis is not on meeting an
absolute standard but on being ranked relative to
peers (Towers Perrin, 2006).

Insights from Private Sector Efforts

Management practices that dominated the 20th
century originated in manufacturing and in owner-
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holder in one of three tranches [or categories]:

— Top tranche comprises 25 percent of the SCS

broadly at the same level....

quota attached.

by our ability to recruit, retain, and engage talent.

— The individual’s overall growth in competence

— The challenge associated with the job

— Top tranche—94.9 percent
— Middle tranche—74.1 percent
— Lower tranche—16.9 percent

— Overall—75.6 percent

Source: UK Cabinet Office document, dated March 2006.

— Bottom tranche comprises 5-10 percent of the SCS

Overview of UK Senior Civil Service
Performance Management and Reward Principles (continued)

¢ Managers inform relative assessment by making recommendations to senior management to place each job

— Middle tranche comprises 86-70 percent of the SCS

¢ The recommendations on tranche are based on an assessment of contribution relative to others operating
¢ Lower tranche performers should be considered for a Performance Improvement Plan (PIP) but there is no
¢ The SCS pay structure comprises three simple, broad paybands. Payband ceilings and minima are informed

¢ Base salary rewards value or contribution which is marked by:

— Confidence in the individual’s future performance based on past performance

¢ Bonuses are allocated by departments from a “pot” expressed as a percentage of the SCS salary bill [which
is determined by policy makers each year]. For 2004-05, bonus pot distribution to individuals in the three
tranches were (percentages are the proportions of the SCS cadre receiving incentive awards):

¢ The actual awards for 2005 averaged 6.9 percent and for 2006, 9.3 percent.

managed companies started prior to World War . It
was a time when Frederick W. Taylor was promoting
his principles of scientific management. His focus
was on improved productivity and efficiency. Workers
were essentially seen as extensions of the machines.
Those principles remained important to the organiza-
tion and management of work until the end of the
century. The early employment scene was often
harsh; it spawned the union movement along with
the laws meant to protect workers and their rights.
Performance appraisal practices started in this era.

The view of organizations as “machines” emerged
from this thinking. Raw materials come in one side

IBM Center for The Business of Government

and come out the other as finished products. The
key to success in this model is the management of
work systems to minimize costs and maximize pro-
ductivity. People were seen as the problem—they
make mistakes and occasionally shirk their assigned
tasks. The quality movement was an answer to the
people problems. Automation is another answer.
The organization-as-machine model is still impor-
tant in some industries.

Toward the end of the century, a series of phenom-
ena occurred across the private sector that influ-
enced new ways of thinking about performance
management:
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The idea of “participative management”
became a popular theme in the HR literature.
W. Edwards Deming, founder of Total Quality
Management (TQM), should be credited with
convincing industry leaders that workers have
more to contribute than a “strong back.”
Deming and a long list of management consul-
tants, such as Tom Peters, have since argued for
relying on frontline workers to communicate
with suppliers and customers, and for playing a
role in improving service. Today that's taken for
granted, but it was a revolutionary idea when
introduced. Many now credit Deming with
opening the door to what is now referred to as
worker empowerment.

The emergence of knowledge organizations and
knowledge workers mushroomed. Information
systems became an essential management tool.
For the first time, the value of workers depended
more on what they had in their heads than their
physical strength and agility.

Global competition became the norm. In the
1980s, the business press began to pay attention
to the growing problems U.S. companies were
experiencing competing in world markets. Labor
costs were comparatively high, organizations had
become overstaffed, and bureaucratic practices
made it difficult to react quickly to markets and
customers. Companies responded with downsiz-
ing, delayering, and outsourcing. Reengineering
became a hot management topic, and workers at
all levels got involved in improving work systems
and practices. Starting in the mid-1990s, the
press carried periodic stories of companies that
had adopted new work practices and realized
unparalleled gains in performance.

Organizations are no longer described with the
machine analogy. It is somewhat of an exagger-
ation, but organizations now have a lot in com-
mon with living organisms. They are anything
but static. The phrase “supply chain” is now
used to describe the organization of businesses,
people, and resources used to transform raw
materials into finished products that are deliv-
ered to customers. The significance is that the
people involved may be working side by side
but employed by separate entities. And those
partnerships can change over time in response
to market opportunities.

* Information technology has had a dramatic
impact. It is now common to see people sta-
tioned around the globe all reporting to the
same boss. The textbooks on organization theory
at one time contended supervisors should have
a span of control of no more than six or seven
direct reports, but today a single manager might
keep track of the performance of 60 or 70
people through a performance measurement
system. Technology also enables businesses to
be responsive to global business opportunities
on a 24/7 basis. Employees now complain
because there is an expectation that they will
communicate with customers and business
partners anytime and anywhere.

* The workforce has undergone similarly dra-
matic changes. The most important change is
the aging of the baby-boomer generation. As a
group, boomer families had fewer babies, so
the next cohort—Generations X and Y—of the
population is smaller, and that triggered a “war
for talent” (to use a popular phrase from the
business press). The full-time, career employee
is or, perhaps more correctly, has been replaced
by part-timers, contract workers, leased workers,
temporary staff, and casual/seasonal labor.
Home-based workers are another growing
segment of the workforce.

The thread that runs through all of these phenomena
is that people and their contributions are now seen
as the key to an organization’s future prospects.
When organizations were simple and slow moving,
a single owner/manager or a small team of execu-
tives controlled the decision making. But that’s not
true anymore. Now people at all levels are expected
to play a role in making decisions that affect their
work. Many companies would not survive without
an empowered workforce.

Research has shown that when people work in
“empowering” organizations, they are more produc-
tive. One study found that with an integrated strategy
of new work management practices, employers typi-
cally realized increases in productivity of at least 30
to 40 percent. Looking back at traditional work man-
agement practices, it is clear that the emphasis on
narrowly defined jobs, detailed job descriptions, and
close supervision prevented people from using all of
their capabilities. People may work harder and feel
more stress in empowered organizations, but few
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would elect to return to the era when jobs were boring
and tedious and workers were not expected to think.

There is solid evidence that with the changed work
management paradigm, employees can and will
perform at significantly higher levels. The thrust of
the work practices studied is to empower workers
to assume a more active role in decision making
that affects their jobs. They are more accountable,
but they also have opportunities to use more of their
capabilities. Their relationships with management
and with co-workers will change. They may end up
working harder, but the focus is on working smarter.
They will need to be more flexible in the way they
approach their jobs and more responsive to changes
that affect their activities. They will, for the most
part, work under looser supervision. More is
expected of employees.

An overriding and often forgotten issue is that the
changes will force managers and supervisors to rethink
the way they approach their roles. That may prove to
be a more difficult impediment to change. Managers
are going to be asked to develop new skills, particu-
larly those related to coaching and mentoring.

The research on high-performing organizations
opens the door to the development of more effec-
tive work management practices to fit the emerging
paradigm. Hindsight suggests the traditional prac-
tices were never very effective. It’s not a simple
problem or a simple answer. People and the cir-
cumstances that affect their behavior are complex.
When the circumstances are right, however, they
are able and more than willing to perform at
extraordinary levels.

Central to this is the recognition that performance
appraisal systems—those developed and controlled
by a human resource/human capital office—are not
a primary driver of improved employee performance.
As this report highlights, the management of employee
performance is not a human capital office respon-
sibility. Significantly, the books written on high-
performance themes never discuss the performance
appraisal policy, practices, or systems. Every large
organization has something in place so that manag-
ers can evaluate their people—very few would even
consider ending that practice—but the reasons their
employees perform at high levels is related to other
management practices.
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The studies of high-performing organizations high-
light several characteristics of companies that stand
out as leaders in their industries. These are basic
management practices that should be considered by
public agencies:

e High-performing organizations have clearly
stated goals and strategies, and these goals and
strategies are widely and frequently communi-
cated throughout the organization.

* High-performing organizations communicate
regularly with employees to make certain they
know how their work efforts relate to the orga-
nization’s success.

* High-performing organizations drive decision-
making authority downward to the people
who are in the best position to make deci-
sions. Decentralization and empowerment
are key characteristics of high-performing
work organizations.

e Top executives are outspoken champions for
high performance. The work practices are
owned by line managers, and they enjoy the
visible support of top management. The human
capital offices serve as internal consultants
rather than as enforcers or auditors.

e The culture of high-performing organizations
makes high performance a priority. The culture
perpetuates the use of high-performance prac-
tices and encourages employees to embrace bet-
ter practices. In less successful companies, the
culture tolerates the use of less effective practices
and makes substandard performance acceptable.

* Flexibility is characteristic of high-performing
organizations. Two kinds of flexibility are
important. First, their management processes are
flexible so they are more responsive to changes
in the business environments and in their busi-
ness plans. Second, their employees have to be
flexible so that they can and will take on new
tasks and acquire new skills as necessary.

High performance emerges from a bundle of man-
agement practices. No practice by itself is sufficient
to raise the bar of performance or to create a perfor-
mance culture. In the same way, there is no single
bundle of practices that triggers high performance.
The practices as discussed in the business press
appear generic, but in reality every company devel-
ops its own unique combinations.



MANAGING FOR BETTER PERFORMANCE

Near-Term Action Steps to Improve
Performance Management Practices

Federal agencies are at an important juncture. They
are moving haltingly toward pay for performance.
However, there continues to be employee resistance
to the change in policy, including a series of con-
cerns from employee unions. The resistance reflects
a widely recognized problem: Pay for performance
depends on credible performance management
practices. Federal employees are not confident that
performance ratings will be fair. Getting over that
hurdle is critical to the eventual transition to pay
for performance.

The fundamental importance of performance man-
agement practices was reinforced in early 2007
when the Department of Homeland Security can-
celled its MaxHR pay initiative, which was intended
to introduce a pay-for-performance system. Marta
Perez, DHS’s chief human capital officer, stated,
“There was a conscious decision that this organiza-
tion needs to have a good performance management
program in place before pay can be linked to it. We
have to get this right.”®

Significantly, there is solid support for the pay-for-
performance philosophy across the United States.
Workers want their value and their contribution to
be recognized. Rags-to-riches stories are prominent
in our history. We regularly recognize and reward
star performers for everything from selling Girl Scout
cookies to winning the Super Bowl. The idea of
rewarding performance is deeply entrenched in
American values and culture.

The skepticism surfaces when employees are con-
cerned about how the change will affect them as
individuals and are uncertain about how they will
be evaluated as employees when their supervisor is
more “honest.” Every federal employee understands

that performance ratings, when there are no conse-
quences, are inflated. They also understand that the
ratings have little relevance to their day-to-day work
activities. They will have to give up the virtually
guaranteed salary increases. That, however, has not
been a major impediment in organizations where
pay for performance has already been adopted.

The debate on pay for performance in the federal
community has now been under way for almost
three decades. The China Lake Naval Weapons
Center demonstration project, begun in 1980, is
often cited because of the introduction of the then
new idea of paybanding, but it's sometimes forgot-
ten that pay increases in this successful demonstra-
tion project are based on performance. From the
time it was first evaluated, it has been seen as a
success. The same is true for the National Institute
of Standards and Technology in the Department of
Commerce demonstration, as well as for a number
of Department of Defense demonstration projects.

More recently, the Government Accountability
Office (GAO) moved to market-based pay and pay
for performance. The change is clearly a success
despite the concerns expressed by a few employees.
The GAO transformation is described in a report
published by the IBM Center for The Business of
Government, “The Transformation of the Govern-
ment Accountability Office: Using Human Capital
to Drive Change” (Walters and Thompson, 2005).
Several agencies that deal with financial markets
(such as the Federal Deposit Insurance Corporation)
have also switched successfully to a pay-for-perfor-
mance philosophy. The history of implementing pay-
band systems in the federal government is presented
in a recent report published by the IBM Center for
The Business of Government, “Designing and
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Implementing Performance-Oriented Payband
Systems” (Thompson, 2007).

Whenever a pay system change occurs, there are
inevitably a small percentage of disgruntled employees
who are adversely affected because they are seen as
poor performers or, as in the GAO situation, found
to be overpaid relative to market rates. The China
Lake experience, as described in the Thompson
report, suggests that the level of employee accep-
tance will increase over time. The disgruntled group
has been very small in each agency that moved to
pay for performance.

A solid body of knowledge supports the arguments
for the change in policy and can serve as the foun-
dation for a successful transition. One such finding
is from the National Academy of Sciences (NAS),
which in 1991 recommended the change to pay for
performance (Milkovich and Wigdor). The NAS
panel concluded that where pay for performance is
most successful, it is “firmly embedded in the con-
text of other management systems” that focus on
performance. That is consistent with subsequent
research, including the research reviewed for this
report.

The most well-known management system cited by
NAS is the process for managing employee perfor-
mance. The decision by DHS after more than two
years of work to cancel MaxHR is evidence of both
the importance and the difficulty of “getting this
right.” Pay for performance cannot go forward suc-
cessfully until the performance management process
is accepted by managers as a tool that enhances
their prospects for success.

That is not the only management system, of course.
The research review for this report confirms that there
are a number of best practices that work in concert
to drive the performance of successful organizations.
There are, to be sure, practices that are applicable
only in certain industries (such as lean manufacturing
techniques), but “good management is good manage-
ment.” The management practices proven to contrib-
ute to success in other sectors can and should be
adopted by federal agencies.

Moreover, the management of employees cannot

and should not be addressed separately from
broader agency management issues. It can be
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Near-Term Action Steps to Improve
Performance Management Practices

1. Develop greater clarity about what constitutes
performance management.

2. Ensure the prerequisites for good performance
management are in place.

3. Involve employees in defining ‘successful
performance.’

4. Start small.

5. Create a Program Management Office for
performance management initiatives.

6. Add incentives for middle management.

argued that everything achieved by government is
a product of human effort. From this perspective,
performance management is a necessary step in
the process that starts with goal setting for the orga-
nization and cascades down to the work products
expected from each employee.

Traditionally, organizations have treated new per-
formance management systems in the same way
as they might treat a travel reimbursement policy.
Top management may occasionally listen to a
presentation arguing for the planned change in a
personnel system. If they supported the planned
change, they would have delegated responsibility
to the human resource/human capital staff. It's been
viewed as a people problem, and those issues are
routinely handled by that function. That thinking
comes out of an era when senior management did
not get involved in “personnel problems.” After all,
the appraisal form was clearly not a top manage-
ment issue. But that was before it became a business
necessity to find ways to improve performance.

Over the past two decades there has been a virtual
revolution in the way work is organized and man-
aged that has triggered very different expectations
at the senior management level. The pressure for
improved performance affects every organization.
Throughout the years prior to September 11, the
business press carried frequent stories of companies
that adopted new practices and realized what can
only be described as dramatic performance gains.
These changes have altered management’s thinking
about the way employees should be managed.
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The lessons learned have triggered new theories,
principles, and practices that promote much higher
levels of employee performance than would have
been expected in the decades after World War 1.
Management in the corporate world is typically
quicker than government to adopt new practices
when they are shown to contribute to better perfor-
mance. It is important to emphasize that the thrust
of the changes helps employees to “work smarter,
not harder,” and to more fully use their capabilities.

Action Step 1: Develop Greater
Clarity About What Constitutes
Performance Management

A very real part of the problem in addressing perfor-
mance issues is the use of poorly defined and loosely
used words and phrases. It is always hard to reach
consensus on the solution to a problem if the people
involved do not share a common language. In this
case, the problem is twofold. First, it involves practi-
tioners from different professional fields, each with
its own use jargon. Second, the field that deals with
people management—Iloosely known as personnel,
human resources, and now human capital—suffers
from a failure to develop tightly defined concepts.

In government today, as well as in many private and
nonprofit organizations, two separate groups of
practitioners address performance management
issues—one concentrates on the planning, measure-
ment, and evaluation of performance at the organi-
zation level, and the second focuses on these same
issues for people working within organizations.
These have effectively been separate professional
fields, with their own expertise and their own litera-
ture. This report argues for bringing the two fields
together and developing a framework for using the
proven practices to manage employee performance.

As noted earlier, the problem is compounded by
the confusion over what is meant by performance
management. To some, it means the system or
process that results in performance appraisal rat-
ings, and to others it refers to the management of
employee performance based on an ongoing inter-
action between supervisors and their people. This
confusion is more than a simple semantics prob-
lem. Historically, the idea of performance appraisal
originated as a way to impose centralized control
on personnel actions, primarily terminations and

pay adjustments. It was for years a “personnel”
or “human capital” policy, and the appraisal forms
were used to satisfy the policy. The day-to-day
management of performance has always been
separate. Managers completed the appraisal form
to satisfy the human capital office; it had little to
do with the supervision of employees.

The confusion is compounded by the way pay for
performance has been touted. Originally, it was the
threatened denial of the pay increase that was seen
as the motivator. The threat at its simplest level was,
“If you don’t behave and satisfy your supervisor, you
won't get a pay increase.” When the policy is seen
as a threat, it gives the idea a very negative connota-
tion. More recently, employers have gotten a little
more sophisticated and rely on policies that provide
for different increase percentages at each rating
level. Under that scenario, the difference between,
for example, a 4 percent and a 6 percent increase is
expected to be motivational enough to drive perfor-
mance. Those policies are controlled by a human
capital specialty known in corporations as the
“compensation function.” Within the community
of specialists who focus on people management
concerns, there has been an ongoing debate over
the effectiveness of that thinking.

Realistically, however, human motivation is a much
more complex question than how much of a pay
increase is possible. Top management or the human
capital office can overlay systems and policies and
require at least minimal compliance by supervisors,
but it is all too clear that those requirements often
do not have much effect on the relationship between
supervisors and their people. The organization’s poli-
cies and systems affect employees’ attitudes toward
the organization, but it is the working relationship
with a supervisor and with co-workers that influences
their commitment to being valued employees. That
is a more practical view of performance manage-
ment. The practices used by supervisors are pivotal
issues in initiatives to improve performance.

Perhaps the most important point of confusion
relates to who is responsible for the problem. The
intent was to move away from words that are too
often not highly regarded. In most situations, when
someone says “personnel” or now “human capital,”
they are referring to the function. When they refer to
“human capital management,” their meaning is not
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so clear. In some contexts, that phrase refers to the
systems, initiatives, and policies under control of the
human capital function.

However, that understanding too often implies
that the management of human capital—that is,
employees—is the responsibility of the human
capital function. The point is that executives and
frontline managers are responsible for the manage-
ment of people. The responsibility for performance
and for performance improvement rests squarely on
their shoulders. The human capital function is in no
way responsible for the management of human cap-
ital. Human capital specialists may provide the tools
and be available as coaches or counselors, but in
the end they are not accountable for results.

Action Step 2: Ensure the Prerequi-
sites for Good Performance
Management Are in Place

The problems that continue to undermine federal
efforts to introduce more effective performance
management practices have troubled employers in
both the private and public sectors. As DHS appar-
ently came to realize, the organization has to be
ready to embrace more rigorous performance man-
agement practices, and managers need to be ready
to make tough but honest decisions about the per-
formance of their employees. In any work group,

a few employees normally stand out; their perfor-
mance is head-and-shoulders above (or in a few
cases below) their peers. In organizations where
those distinctions have not been recognized—or
worse, discouraged—the change can be difficult
to accept. It is difficult for both managers and their
direct reports.

An old phrase comes to mind: “You can't live with it
and you can't live without it.” Performance practices
have had severe critics, the most prominent of whom
was Deming. He referred to performance appraisal
as “one of the seven diseases of management.”
Deming contended that employers should eliminate
the annual evaluation of an employee’s performance,
but as prominent as he was, virtually no employer
accepted his advice. If anything, performance man-
agement is more important in organizations today
than in the era when Deming’s Total Quality Man-
agement efforts were prominent.
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The revolution was triggered by pressure for
improved performance at a time when U.S. compa-
nies were struggling to compete in the world econ-
omy. Employers initiated reassessments of many
widely used practices. The shift in focus to work
systems and processes meant all aspects of the
employer-employee relationship were scrutinized.
This was also the era when phrases like “knowledge
organization” and “knowledge workers” came into
common use. The focus was on adopting policies
and practices that encouraged employees to become
more committed to their company’s success.

The research on high-performing companies—those
that consistently perform better than the norm in
their industry—has highlighted three conclusions
relevant to federal agencies:

1. High performance is attributable to a combina-
tion of policies and management practices; this
is not a “flavor of the month.”

2. Employees are capable of performing at much
higher levels than traditionally expected.

3. Employees like to be challenged, to grow and
progress in their fields, and to feel they are
contributing to their employer’s success.

High-performing companies have a culture that
makes success and achievement a priority. The
easiest understanding of culture is “the way things
get done around here.” The phrase “performance
culture” is now often mentioned as a goal of gov-
er